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§ 412.10 Changes in the DRG classifica-
tion system.

(a) General rule. HCFA issues changes
in the DRG classification system in a
Federal Register notice at least annu-
ally. Except as specified in paragraphs
(c) and (d) of this section, the DRG
changes are effective prospectively
with discharges occurring on or after
the same date the payment rates are
effective.

(b) Basis for changes in the DRG classi-
fication system. All changes in the DRG
classification system are made using
the principles established for the DRG
system. This means that cases are clas-
sified so each DRG is—

(1) Clinically coherent; and
(2) Embraces an acceptable range of

resource consumption.
(c) Interim coverage changes—(1) Cri-

teria. HCFA makes interim changes to
the DRG classification system during
the Federal fiscal year to incorporate
items and services newly covered under
Medicare.

(2) Implementation and effective date.
HCFA issues interim coverage changes
through its administrative issuance
system and makes the change effective
as soon as is administratively feasible.

(3) Publication for comment. HCFA
publishes any change made under para-
graph (c)(1) of this section in the next
annual notice of changes to the DRG
classification system published in ac-
cordance with paragraph (a) of this sec-
tion.

(d) Interim changes to correct omissions
and inequities—(1) Criteria. HCFA makes
interim changes to the DRG classifica-
tion system to correct a serious omis-
sion or inequity in the system only if
failure to make the changes would
have—

(i) A potentially substantial adverse
impact on the health and safety of
beneficiaries; or

(ii) A significant and unwarranted
fiscal impact on hospitals or the Medi-
care program.

(2) Publication and effective date.
HCFA publishes these changes in the
FEDERAL REGISTER in a final notice
with comment period with a prospec-
tive effective date. The change is also
published for public information in the
next annual notice of changes to the
DRG classification system published in

accordance with paragraph (a) of this
section.

(e) Review by ProPAC. Changes pub-
lished annually in accordance with
paragraph (a) of this section are sub-
ject to review and comment by ProPAC
upon publication. Interim changes to
the DRG classification system that are
made in accordance with paragraphs (c)
and (d) of this section are subject to re-
view by ProPAC before implementa-
tion.

[50 FR 35688, Sept. 3, 1985, as amended at 51
FR 31496, Sept. 3, 1986; 57 FR 39820, Sept. 1,
1992]

Subpart B—Hospital Services Sub-
ject to and Excluded From the
Prospective Payment Systems
for Inpatient Operating Costs
and Inpatient Capital-Related
Costs

§ 412.20 Hospital services subject to
the prospective payment systems.

(a) Except for services described in
paragraph (b) of this section, all cov-
ered inpatient hospital services fur-
nished to beneficiaries during subject
cost reporting periods are paid for
under the prospective payment sys-
tems.

(b) Inpatient hospital services will
not be paid for under the prospective
payment systems under any of the fol-
lowing circumstances:

(1) The services are furnished by a
hospital (or hospital unit) explicitly
excluded from the prospective payment
systems under §§ 412.23, 412.25, 412.27,
and 412.29.

(2) The services are emergency serv-
ices furnished by a nonparticipating
hospital in accordance with § 424.103 of
this chapter.

(3) The services are paid for by an
HMO or competitive medical plan
(CMP) that elects not to have HCFA
make payments directly to a hospital
for inpatient hospital services fur-
nished to the HMO’s or CMP’s Medicare
enrollees, as provided in § 417.240(d) and
§ 417.586 of this chapter.

[50 FR 12741, Mar. 29, 1985, as amended at 53
FR 6648, Mar. 2, 1988; 57 FR 39820, Sept. 1,
1992; 59 FR 45400, Sept. 1, 1994]
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§ 412.22 Excluded hospitals and hos-
pital units: General rules.

(a) Criteria. A hospital is excluded
from the prospective payment systems
if it meets the criteria for one or more
of the excluded classifications de-
scribed in § 412.23.

(b) Cost reimbursement. Except for
those hospitals specified in paragraph
(c) of this section, all excluded hos-
pitals (and excluded hospital units, as
described in §§ 412.23 through 412.29) are
reimbursed under the cost reimburse-
ment rules set forth in part 413 of this
chapter, and are subject to the ceiling
on the rate of hospital cost increases
described in § 413.40 of this chapter.

(c) Special payment provisions. The fol-
lowing classifications of hospitals are
paid under special provisions and
therefore are not generally subject to
the cost reimbursement or prospective
payment rules of this chapter.

(1) Veterans Administration hos-
pitals.

(2) Hospitals reimbursed under State
cost control systems approved under
part 403 of this chapter.

(3) Hospitals reimbursed in accord-
ance with demonstration projects au-
thorized under section 402(a) of Public
Law 90–248 (42 U.S.C. 1395b–1) or section
222(a) of Public Law 92–603 (42 U.S.C.
1395b–1 (note)).

(4) Nonparticipating hospitals fur-
nishing emergency services to Medi-
care beneficiaries.

(d) Changes in hospitals’ status. For
purposes of exclusion from the prospec-
tive payment systems under this sub-
part, the status of each currently par-
ticipating hospital (excluded or not ex-
cluded) is determined at the beginning
of each cost reporting period and is ef-
fective for the entire cost reporting pe-
riod. Any changes in the status of the
hospital are made only at the start of
a cost reporting period.

[50 FR 12741, Mar. 29, 1985, as amended at 51
FR 34793, Sept. 30, 1986; 57 FR 39820, Sept. 1,
1992; 59 FR 45400, Sept. 1, 1994]

§ 412.23 Excluded hospitals: Classifica-
tions.

Hospitals that meet the requirements
for the classifications set forth in this
section may not be reimbursed under
the prospective payment systems.

(a) Psychiatric hospitals. A psychiatric
hospital must—

(1) Be primarily engaged in provid-
ing, by or under the supervision of a
psychiatrist, psychiatric services for
the diagnosis and treatment of men-
tally ill persons; and

(2) Meet the conditions of participa-
tion for hospitals and special condi-
tions of participation for psychiatric
hospitals set forth in part 482 of this
chapter.

(b) Rehabilitation hospitals. A rehabili-
tation hospital must meet the follow-
ing requirements:

(1) Have a provider agreement under
part 489 of this chapter to participate
as a hospital.

(2) Except in the case of a newly par-
ticipating hospital seeking exclusion
for its first 12-month cost reporting pe-
riod, as described in paragraph (b)(8) of
this section, show that during its most
recent 12-month cost reporting period,
it served an inpatient population of
whom at least 75 percent required in-
tensive rehabilitative services for the
treatment of one or more of the follow-
ing conditions:

(i) Stroke.
(ii) Spinal cord injury.
(iii) Congenital deformity.
(iv) Amputation.
(v) Major multiple trauma.
(vi) Fracture of femur (hip fracture).
(vii) Brain injury.
(viii) Polyarthritis, including rheu-

matoid arthritis.
(ix) Neurological disorders, including

multiple sclerosis, motor neuron dis-
eases, polyneuropathy, muscular dys-
trophy, and Parkinson’s disease.

(x) Burns.
(3) Have in effect a preadmission

screening procedure under which each
prospective patient’s condition and
medical history are reviewed to deter-
mine whether the patient is likely to
benefit significantly from an intensive
inpatient hospital program or assess-
ment.

(4) Ensure that the patients receive
close medical supervision and furnish,
through the use of qualified personnel,
rehabilitation nursing, physical ther-
apy, and occupational therapy, plus, as
needed, speech therapy, social or psy-
chological services, and orthotic and
prosthetic services.
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